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Abstract
The Policy Research Working Paper Series disseminates the findings of work in progress to encourage the exchange of ideas about development 
issues. An objective of the series is to get the findings out quickly, even if the presentations are less than fully polished. The papers carry the 
names of the authors and should be cited accordingly. The findings, interpretations, and conclusions expressed in this paper are entirely those 
of the authors. They do not necessarily represent the views of the International Bank for Reconstruction and Development/World Bank and 
its affiliated organizations, or those of the Executive Directors of the World Bank or the governments they represent.
Policy Research Working Paper 5354
This paper surveys the academic and policy debate on 
the roots of global imbalances, their role in the inception 
of the global crisis, and their prospects in its aftermath. 
The conventional view holds that global imbalances 
result primarily from unsustainably high demand for 
goods in the United States and other rich countries, 
and that their impending correction must involve major 
United States trade adjustment and dollar depreciation—
although recent literature argues that their extent may be 
dampened by financial adjustment effects. In contrast, 
an alternative view portrays global imbalances as the 
equilibrium result of asymmetries in world asset demand 
and supply. Absent changes in the deep determinants of 
This paper—a product of the Macroeconomics and Growth Team, Development Research Group—is part of a larger effort 
in the department to understand global imbalances. Policy Research Working Papers are also posted on the Web at http://
econ.worldbank.org. The author may be contacted at Lserven@worldbank.org.
these, global imbalances can persist. International capital 
flow patterns before and during the crisis lend support to 
the equilibrium view. The paper also examines different 
hypotheses proposed in the literature on the role of global 
imbalances in the generation and propagation of the 
financial crisis. On the whole, the evidence suggests that 
global imbalances were not among the major causes of 
the crisis. Lastly, the paper assesses alternative scenarios 
about the future of global imbalances, considering in 
particular their potential consequences for developing 
countries, and the policy measures that these might adopt 







































































































































































































































































































































































































































































































































































































































































































































































































































































Figure 1a: Current Account Imbalances  
 (% of World GDP) 
 
Source: World Economic Outlook. The 2009 data are IMF estimates 
Figure 1b: U.S. Bilateral Current Account Balances with Other Countries 
(US$ Billions) 
 
Source: Bureau of Economic Analysis 25 
 
Figure 2: Saving and Investment Rates  















































































































































































































































































































Figure 3: U.S. Net Foreign Asset Position 
(% of GDP) 
 
 





Figure 4: U.S. Multilateral Real Exchange Rate 
 
Source: International Financial Statistics 
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Figure 5: U.S. Current Account Balance and Valuation Effects 
(% of GDP) 
 
 
Source: Nguyen (2010) 
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Figure 6: Foreign Exchange Reserves of Industrial and Emerging Countries 




              Source: World Development Indicators 
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Figure 8: Real Interest Rate on Public Debt 







Figure 9: U.S. Current Account Balance 
(% of GDP) 
 
 
Source: International Financial Statistics 
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Source: U.S. Department of the Treasury 34 
 
Figure 11: Net Foreign Purchases of U.S. Long-term Securities  
and China’s Net Foreign Asset Position 







































































































































































Saving and investment forecasts 




(b) United States  
 
            Source: World Economic Outlook 